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PUC-IR-128

RESPONSE:

2008-0083

How, if at all, did the proposed Settlement Agreement’s
cash-working capital calculations consider the Power Purchase
Adjustment Clause?

Working Cash in the Seftlement Agreement recegnized and
accounted for the timing of cash expenditures and recoveries for all -
purchased power costs, including amounts recovered through the
Energy Cost Adjustment Clause ("ECAC”} for energy costs and
amounts to be recovered prospectively through the proposed
Purchased Power Adjustment Clause ("PPAC"). For the test year,
a single revenue lag is assigned to all revenues without regard to
their tariff source. It is not necessary to segregate revenues by
source (base rates, adjustment clauses, surcharges) because
revenues are billed and collected by HECO on a single bill
regardless of the applicable tariffs being applied and customers
tend to remit payment for their entire bill, rather than separately for
ECAC, PPAC and other bill elements.

In the event future application of individual adjustment
clause tariffs creates a significant over or under-collected balance,

any working cash effects may be considered by requiring or
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allowing the accrual of interest on the regulatory asset (or liability)
deferral balance associated with that adjustment clause.
For example, in the instance of the proposed Revenue Balancing
Account (“RBA"), a six percent carrying charge is proposed that
would account for carrying charges on the potentially large monthly
decoupling balance arising from the difference between target and
collected revenues. The proposed PPAC, in contrast, provides for
quarterly reconciliation of actual costs to collections from customers
with no provision for carrying charges. If in future rate cases, the
PPAC has been approved and is observed to be creating
potentially significant working cash effects due to persistently large
over or under-recoveries, it may be necessary to reconsider the
absence of carrying charges on the cost deferral balance
associated with the PPAC. Cash flow timing issues arising from
revenue adjustment mechanisms are best addressed within the
mechanism, by the addition of carrying charges, because the
amounts of over or under-recovered costs tend to vary significantly
between periods, causing such amounts to be difficult to quantify as

a fixed working cash value within a static rate case test period.
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RESPONSE:

2008-0083

Please provide a full and detailed narrative explanation of why all
cost increases in the proposed Settlement Agreement were on a
per-kWh basis rather than on a percentage basis for all revenues.

The Settlement Agreement, at Exhibit 1, page 85, initially provided
for the distribution of the overall interim rate increase on a fixed
percentage among customer classes, with actual implementation of
each rate class's interim revenue change on a per-kWh basis. This
was done by agreement of the parties to simplify the application of
the interim to customers’ bilis and to simplify any ultimate
reconciliation of amounts collected pursuant to the interim in the
event the final rate order approved a lower authorized revenue level
than the interim increase, thus requiring refund calculations. Since
interim rates are normally expected to be in place for a limited
period of time, any implied intra-class imprecision in rate design
arising from such simplification should be short-lived.

In its Interim Decision and Order dated July 2, 2009 in the
instant proceeding, the Commission stated that it, “...is concerned
that such an increase could inappropriately include fixed costs in
the variable component of rates. The Parties may provide
additional testimony explaining and supporting these elements of
their proposed cost allocation and rate design.”

By letter dated July 8, 2009, HECO responded to the Interim
Decision and Order, providing revisions to reduce the calculated

overall revenue increase in compliance with the Commission's
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rulings and also revised the per-kWh application of the interim rate
increase. This latter change was explained in Exhibit 2A within
HECO's submission on July 8 which stated in pertinent part:

To address Commission concerns regarding an
interim rate increase assigned to customer classes on
a per-kWh basis, (Interim Decision and Order, dated
July 2, 2009, pages 15-16), the Company proposes to
implement the interim rate increase as percentage
increases assigned to customer classes as has been
done in the implementation of interim rate increases
in the most recent rate cases: for HECO in Docket
No. 04-0113, 2005 Test Year and Docket
No. 2006-0386, 2007 Test Year; for HELCO in Docket
No. 05-0315, 2006 Test Year, and for MECO in
Docket No. 2006-0387, 2007 Test Year. The amount
assigned to each rate schedule is divided by the 2009
Test Year estimate of base revenue to determine the
interim increase percentage for each rate schedule.
By implementing the interim increase as a
percentage, the underlying rate design and recovery
of costs through customer, energy, and demand
charges based on the 2005 Test Year approved by
the Commission remains unchanged. Changes to the
rate design and to the recovery of costs through the
rate schedule charges would be made only upon
approval in Commission final decision and orders in
the 2007 Test Year and 2009 Test Year rate cases.

This reversion to past practice will have the effect of maintaining
the existing permanent rate structure through application of a
percentage increase surcharge to total base revenues produced on
the customers’ bills under the existing rate structure. This
approach leaves rate design changes to be addressed within the
permanent rate order in this Docket.

The Settlement Agreement also sets forth specific

recommendations regarding the permanent rate design changes
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in HECO T-22, Attachment 2 of the Settlement Agreement. These
provisions were negotiated by the parties, recognizing that the
methods used to calculate cost of service are subjective and are
disputed and there is, therefore, no consensus cost of service
results from which to design rates. Additionally, cost of service
results are subject to interpretation and judgment in the design of
specific rate elements; as explained in HECO T-22 at pages 22-46,
in CA-T-5 at pages 32-49, and in DOD-300 at pages 22-23.
HECO T-22, Attachment 2 provides references into these
testimonies, indicating which party's “position” was adopted in the
proposed rate. With these references, the Commission can review
the subject testimony to understand the basis for the proposed rate
levels within the proposed Settlement Agreement permanent rate

design.
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RESPONSE:

2008-0083

Please describe all reasons why the rate increase resulting from
this rate case should or should not be allocated to both the fixed
and per-kWh components of rates.

The rate increase from this rate case should be attributed, rather
than “allocated,” among the customer charge, demand charge and
energy charge elements of HECO's tariffs so as to balance muitiple
objectives that are discussed in considerable detail within Direct
and Supplemental testimonies on file in this Docket.

As noted in response to PUC-IR-167, the interim rate
increase is applicable on a percentage surcharge basis so as to not
change the existing rate structure, including the customer, demand
and energy rate elements last changed in the Company's 2005
permanent rate order. The permanent rates approved in the instant
Docket should be attributed to specific rate elements, as specified
in the Settlement Agreement HECO T-22, Attachment 2 document,
so as to reasonably balance the positions of the parties as set forth
in the rate design testimony at HECO T-22 at pages 22-46,
in CA-T-5 at pages 32-49, and in DOD-300 at pages 22-23. The
process producing this settlement is described in detail in CA-ST-5.

HECO and the Consumer Advocate have considered two
very different cost of service methodologies in this Docket,
recognizing that there is an ongoing disagreement regarding how
distribution network costs should be classified for cost allocation

purposes. Beyond this dispute, which is not resolved in the
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Settlement Agreement, HECO and the Consumer Advocate
recognize that considerations other than rigid adherence to cost of
service study results (under either treatment of distribution network
costs) must also influence the recommended rate design. For
example, HECO T-22 states at page 22, "HECO typically considers
the following factors in developing the proposed rates:

1. production of the Company's test-year revenue

requirements;

2. classes’ cost of service;

3. revenue stability;

4, rate stability and rate continuity;

5. impact on customers;

6. customer choice;

7. provide fair and equitable rates;

8. simplicity, ease of understanding, and ease of

implementation; and
8. encourage customer load management.”
The need to weigh other considerations such as these was also
explained and supported in CA-T-5 at pages 34-36 and in CA-ST-5
at pages 9-21. The rate design agreed upon by the parties, as set
forth in the Settlement Agreement at HECO T-22, Attachment 2,
reflects the weighting provided these other factors, as well as

gradual movement toward indicated cost of service.
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